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Person to Contact:
S
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Dear Applicant k(:fgg‘i(i

;<
A
We have considered y

Telephone Number:

.ral income tax as an organization
described in section 501 (c)(3) ot .

FACTS:

The information submitted shows that you were incorporated under )

, The application indicates that the purpose of the organization is to promote the continued
education home study of the Holy Bible and Christianity. o

A has been developed whereby “students”
complete bible lessons and send the workpapers back to the SR, Upon completion of @P

QY @ =nd a2 commitment to tithe to the organization, the student receives a certificate of
completion, $ XD @hours x Silhour) in MSSNI® and & ~hograph. Failure by the student to

The -gznization activities are based out of the corporate NS (PN Home
which also feawres an “art gallery” of MGG G intends to use organization assets
to “pay off the mortgages and do some restoration on the building .* The financial data for the year
2000 projects $ G or the occupancy expense.

QP s curenty witing a book to be entitied ? The
organization is paying the associated expenses for the book development. pledging to
commit g of the proceeds of book sales to the organization.

The organization bylaws (Article 3, section 5) allow for Directors of the organization to be “paid

SEp<r hour plus @ of all income that they personally solicit for the foundation's sup ~ort.” The
Articles of Incorporation Iist')irectors, including NI and her spouse,

'Y - M- substantial contributors (tithes) to the organization.

The organization intends to hire an Assistant Director to attend to daily business as well as to
provide NN vith the home care that he requires. - The organization had been paying for ')
@ dult day care at the * " NN ncreased his

monthly tithe to the organization to offset the organization's expenses on his behalf,

Paca1ofd .




INTERNAL REVENUE SERVICE Department of the Treasury
District Director

915 Second Avenus, MSW 510
Seattle, Washington 98174

A loan 'wvas uranged by the organization for the benefit of a third party individual (to start a
business) on the pramise that the loan would be repaid and that the organization would benefit from
titing from the business’ profits. (N committed the organization to being responsible for the
repayment should the business default . (Payment would be mads ihrough the foundation from tithes
from WSEEEEEER.) The business has defaulted on repayment.

ISSUE:

Does the organization qualify for exemption from Federal income tax as an organization
described in section 501(c)(3) of the Internal Revenue Code? ‘

LAW:

Section 501(c)(3) of the Intemal Revenue Code describes certain organizations exempt from
income tax uncer section 501(a) and reads in part as follows:

* (3) Corporations, and any community chest, fund, or foundation organized and operated exclusively
for religious, charitable, scientific, testing for public safaty, literary, or educational purposes, or to foster
national or intemational amateur sports competition (but only if no part of its activities involve the
provision of athletic facilities or equipment), no part of the net eamings of which inures to the benefit of
any private shareholder or individual, no substantial part of the activities of which is carrying on
legislation, (except as otherwise provided in subsecticn (h), and which does not participate in, or
intervene in (including publishing or distribution of statement), any political campaign on behalf of any
candidate for public office.” _

Section 1.501(c)(3)-1'(a)(1) of the income tax Regulations provides that in order to be exempt
as an organization. described in section 501(c)(3), an organization must be both oganized and

operated exclusively for one or moie of the purposes specified in such sections. If any organization
fails to meet either the organizational test or the operational test, it is not exempt.

Section 1.501(c)(3)-1(d)(2) defines “charitable” t¢ include the relief of the pocr and distressed
or of the underprivileged; advancement of religion; advancement of education or science; erection or
maintenance of public buildings, monuments, or works; lessening of the burdens of Govemment; and
promotion of social welfare by organizations designed to accomplish any of the above purposes, or (i)
to lessen neighborhood tensions; (ii) to eliminate prejudice and discrimination; (iii) to defend human and
civil rights secured by law; or (iv) to combat community deterioration and juvenile delinquency. -

Section1.501(c)(3)-1(c)(1) of the Income Tax Regulations states that an organization will be
regarded as “operated exclusively” for one or more exempt purposes only if it engages primarily in
activities which accomplish one or more of such exempt purposes specified in section 501(c)3). An
organization will not be so regarded if more than an insubstantial part of its activities is not in
furtherance of an exempt purpose.

Section 1.501(c)(3)-1(cX2) of the Regulations states that an organizaton is not operated

exclusively for one or more exeinpt purposes if its net eamings inure in whole or part to the benefit of
private shareholders or individuals. S

llary, section 1.501(c)(3)-1(d)(1)ii) provides that ar organization is not organized or

operated exclusively for one or more of the exempt purposes unless it serves a public rather than 2 '
private interest. An organization must establish that it is not organized or operated for the benefit of
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private interests such as designated individuals, the creator or his family, shareholders of the
organization, or persons controlled, directly or indirectly, by such private interests.

ANALYSIS:

Preceding Code sections and Regulation sections describe the criteria under which an
org~nization m7y be exempt under section 501(c)3) of the Intemal Revenue Code. They also
describe the basis for which organizations are denied exemption because they were not organized and
operated exclusively for section 501(c)(3) purposes.

The organization does not appear to be serving an exempt purpose as there exists a

substantial amount of private benafit. The following uses of organization funds constitute the promchon
of a private interest:

¢ The payment of the mortgage and remodeling costs of the corporate officer's home.

¢ The payment of e.cpenses of developing and publishing the corporate officer's book.

¢ The basis of the Directc's” compensation being a percentage of the funds raised by the individual
with no limit applied.
The hiring of an Assistant Director to provide a corporate officer with adult day care.

¢ The payment of expenses for an officer related to his daily care (adult care center and other
expenses).

The organlzatlon engages in activities specifically to promote the act of tn.hmg by individuals to
the organization. The promotion of tithing to the organization as a charitable purpose is riot established
given the organization’s requirement that an individual tithe in order to recsive from the organization.

In addition, the tithing by officers (WP =nd GEEEEEY) could be considered the
assignment of income to the organization since the contributions aie used to pay the personal
expenses of these officers.

CONCLUSION:

It is the opinion of the Intemal Revenue Service, based on the info:mation submitted, that you
do not meet the requirements for exemption as a charitable organization described in section 501(c)(3)

of the Intemal Revenue Code because you are not organlzed and operated exclusively for purposes
within section 501(c)(3).

If you are in agreement with this proposed determination, we request that you sign and retim
the enclosed agreement, Form 6018 (Consent to Proposed Adverse Action). Please note the
instructions for signing on the reverse side of the form.

if you do not agree with this proposed determination, we recommend. that you request a
hearing with our office of Regional Director of Appeals. Your request for a hearing should include a
written appeal giving the facts, law and any other information to support your position, as explained in
the enclosed Publication 892. You will then be contacted to arrange a date for a hearing. The he” ng
may be held at the office of Regional Director of Appeals or, if you request, at a mutually convenient
District Office. A self-addressed envelope is enclosed.

If we do not hear from you within 30 days from the date of this Iétter, and you do not protest
this proposed determination in a timely manner, it will be considered by the intemnal Revenue Service
as a failure to exhaus' available administrative remedies and will then become our final determination.
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If you have any questions, please contact the person whose name and telephone number are
shown in the heading of this letter. v

Steven A Jensen
District Director

Sincerely,
/fﬁ- “ fe—

Enclosure:
Publication 892
Form 6018
Envelope
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Foem 601 8 Depariment of the Treasuryinterng) Re.enue Service #repare n
(Rev. August 1983 Consent to Proposed Adverse Action | ouplicate
(All references are to the !nternal Revenye Code) |
Case Number Oate of Latesy Determination Letter
Emplev-r ldentification Number Date of Proporad Adverie Action Letier .
Name and Addrass of Qrganization - o

II/

I consent 10 the Proposed adverse action relative to the above organization ag shown by the box (es) checked below, |
understand that if Section 7428, Declaratory Judgments Relating to Status and Classitication of Organizations under Section 501(c)
(3), ete. applies, | have the right to protest the Proposed adverse action,

—_——
NATURE OF ADVERSE ACTION

Denial of exemption M

Revocation of exemption, effactive

Mod'ification of exempt status from section 501(cl( )to 501(::)( ) effactive

Classification as a private foundation (section 509(a)), sffective

Classification as a non-operating foundation {section 4942(j)(3)), etfective

Classification as an organization described in section 509(a)( |, effective

DDDDDD@;'

Classification as an organization described in section 170(b) (1)(A){ ), effective

If you agree to the adverse action shown above, please sign and return this consent. You should keep a copy for Your records.

If you sign this consent before you have exhau;ted your administrative appeal rights, you may lose your rights to a declaratory judg-
ment under section 7428, . : -

(Signature instructions are on the back of this form.)

Nama of Organizstion

Signsture and Title . ) Date

Signature and Title Date

‘ , L e _ Form 6018 (Rev. 8.83)




